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CHAPTER 9. DELINQUENCY FOLLOW-UP

Section 1.0 Genera

The purpose of this chapter isto establish loan delinquency follow-up practices that:
o] Ensure fair but aggressive collection of al receivables, and
o] Protect the value of the Federd Government's portfolio.

This chapter aso provides follow-up guidance on collection of non-loan receivables as outlined
in Section 5.0 of this chapter.

An organization unit may follow procedures which differ from those in this chapter only if
gpprova of dternative procedures has been granted in writing by the Director, fer-Franree-and

Federd-Assistance {OFFA) Office of Financial Management (OFM). Any request for
authority to deviate from these procedures must be submitted to the Director, OFFA OFM ,

and be accompanled by the proposed dternatlve in detail. Apprwed—ehaqg&sw-u-be

The specific debt collection requirements and time limits for collection of delinquent debtsin this
chapter may not gpply if there are other statutory or regulatory requirements that organization
units must comply with in determining the amount of debt owed the Department. However,
once the amount of a debt isfindly determined under other existing Department regulations or
gatutory requirements, Department collection procedures will gpply to organization units.

The Debt Collection Improvement Act of 1996
(http:/Mww.fmsitreas.gov/debt/dcia.html) requiresthat agenciestransfer any non-tax
debt or claim owed to the United Statesthat is 180 days delinquent to the Department
of the Treasury (Treasury)for appropriate action to collect or terminate collection on
the debt or claim. Debt that isin litigation or foreclosure, with a collection agency or
designated Federal debt collection center, or that will be disposed of under an asset
sales program, is exempt from transfer.

Treasury attemptsto collect delinquent debt through several means, including demand
letters, telephone calls, credit bureau reporting, the Treasury Offset Program, and
private collection agencies (PCAS).
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Section 2.0 ldentification of Ddinquencies

A loan repayment or other debt is consdered delinquent when it is not paid elther by the date
specified in the applicable loan agreement or other contractua agreement or by the date
specified on the initid written notification of the debt, unless other satisfactory repayment
arrangements have been made by that date. Delinquency would aso occur if, & any time
theregfter, the debtor fails to satisfy the obligations under such repayment arrangements made
with the organization unit.

For loans or other written contractual agreements, if the debtor failsto pay a debt by the date
specified in the applicable loan agreement or contract, it is consdered ddinquent and interest
will accrue as of the payment due date.

For generd or trade receivables, if the debtor failsto pay adebt by the date specified on the
billing document, it is consdered delinquent and interest will accrue as of the day that
notification of the amount due was first mailed to the debtor.

For loans, within five working days of the occurrence of the ddinquency, the accounting or
finance officer will notify the loan officer, by written notification, of the delinquency. For debts
related to grants, cooperative agreements, and contracts, the finance officer(s) will notify the
appropriate program offlcld in writing within ten (10) days a‘ter the receivable becomes

deli nquent ; A
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Section 3.0 Credit Bureau Reporting

Office of Management and Budget (OMB) Circular A-129, " Policiesfor Federal
Credit Programsand Non-Tax Receivables,”

(http:/Amww.whitehouse.gov/OM B/circulars/al29/al29.html) and OM B and Treasury’s

" Guiddines on the Information to be Provided to Credit Reporting Bureaus,” provide
guidanceto Federal agencieson referring debt information to credit reporting bureaus.
Theuse of credit reporting servicesis expected to: (1) provide an incentive for
delinquent debtorsto repay Gover nment debts by making these debts part of ther
credit records, and (2) enable other agenciesto improve the quality of their credit,
contract, and grant decisons by taking into account the financial status and reliability
of current and prospective contractorsand financial debtor applicants.

Departmental organization unitsareto provide certain information to private sector
credit bureaus on commercial and delinquent consumer debts. To enter into a
Memorandum of Under standing with a credit bureau to provide credit information, the
organization unit should contact Treasury’s Risk Management Division at 202/874-
6875.

A listing of approved credit report contractorsfor obtaining credit reports can be found
at GSA’swebsite: http://www.fss.gsagov/services/bisawarded-cont.cfm.

Section 34.0 Loan Officer Follow-Up

.01 Action Plan

Upon receipt of the ddinquency natification, the organization unit's loan officer will
develop an appropriate follow-up plan, including phone calls, sSte vidts, and letters. The
loan officer will dso obtain acommercid credit report, a Securities and Exchange
Commission 10K Report, and other gppropriate financia information on the business
and compare such information with the most recent financid reports submitted by the
borrower.

.02 Firs Demand Letter

The loan officer will send (or request that the finance or accounting officer send) the first
of three progressvely stronger written demands for payment. The first demand letter
will be sent within ten (10) cdendar days of the date the debt became delinquent. (See
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Exhibit 9-1 for sSuggested dunning letters.) eenrtained

If direct telephone contact is made with the borrower or an on-gite visgt is performed
resulting in arepayment agreement, demand letters need not be sent. However,
organization units should be aware that certain collection and reporting actions require
written notification to delinquent debtors. Actions for which notification is required
include reporting delinquent consumer debtors to credit reporting bureaus,
adminigtrative and sdary offset, and referrd of delinquent consumer debts to private

sector-debt-colection-ageneies Treasury for cross-servicing.

The Debt Collection Improvement Act of 1996 requires Treasury to maintain a
schedule of private sector companies, having expertisein the area of debt
collection, to assist the Government in its debt collection efforts. Treasury
attemptsto collect delinquent debt through several means, including demand
letters, telephone calls, the Treasury Offset Program, credit bureau reporting,
and PCAs. Once Treasury has exhausted effortsto collect the debtsinternally,
the debtsare sent to PCAsfor callection that agenciestransfer delinquent debt
to Treasury for cross-servicing. For moreinformation see
http:/Aww.fms.treas.gov/debt/dmpcahtml.

Bureaus may send delinquent debt to Treasury for referral to private collection
agencies prior to being 180 days delinquent. This method isreferred to asthe
“passthrough.” Under thismethod Treasury will not provide any of the
services cited above.

Second and Third Demand L etters

The loan officer will send (or request that the finance or accounting officer send) the
second and third progressively stronger written demands. The second demand letter
will be sent no later than 30 cdendar days after thefirst. This second demand letter
could also be used asthe Notice of Intent, asrequired under the Debt
Collection I mprovement Act of 1996, incor por ating the actionswhich may be
taken to enfor ce recovery of a delinquent debt.

Thisletter will constitute the sixty day due process letter required under the
Debt Collection Improvement Act of 1996 (DCIA). Thisletter must inform the
debtor of theamount and nature of the debt (such as over payment, etc.), and



9-5

Revised (4/2000) TM #

.04

CREDIT AND DEBT MANAGEMENT
OPERATING STANDARDS AND PROCEDURES HANDBOOK

actionswhich may betaken to enforcerecovery of a delinquent debt. These
actionsinclude:

$ offset of any payment which the due, including tax refunds, and salary.

$ referral of the debt to a private collection agency.

$ referral of the debt to the Department of Justice or agency counsel for
litigation.

$ reporting of the debt to a credit bureau.

$ reporting of the debt, if discharged, to the Internal Revenue Service as
potential taxable income.

The third demand letter will be sent no later than 30 calendar days after the second and
may reiterate the information contained in the second demand letter. The
demand letters will be separate from any billing statements due to be sent by the
accounting or finance office.

A sSuggested dunning letters for the second and-third natifications-are as shown in
Exhibit 9-2 eentaned-nr-Appendixt-and includes: (1) the debt collection actionsto be
taken if the account is not brought current or paid in full, whichever may be appropriate;
and (2) the legd notification requirements to the debtor in regard to referral of the

debt to Treasury for cross-servicing eredit-bureat-repertingreferra-to-collection
agencies, and adiminisrative or salary offsat.

Transfer to Organization Unit Workout Group

At the end of the first 90 days of delinquency, or sooner if conditions warrant, the loan
officer will forward any unresolved loan debts, including dl materid in the officid loan
file, to an organization unit workout group for further action (see Chapter 10, Section
4.0, paragraph a., of this Handbook for conditions that might warrant accelerated
referra to aworkout group). As part of the assgnment to the group, a case summary
will be prepared by the loan officer congdering the appropriate facts of the case and the
assessment of collectibility. A report must be submitted by the loan officer to the
organization unit's debt management officer explaining why any unresolved loan has not
been forwarded to aworkout group. The report will provide atarget date when the
loan will be referred. In no instance will the delay by the loan officer in referring the
debt to the workout group exceed 30 days. Any deficienciesin this requirement will be
immediately brought to the atention of the organization unit head.

The above 90 day requirement for referral of delinquent debts to aworkout group may
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be changed if an organization unit makes a determination that such a period is too short
atimefor field gaff to follow-up on ddinquent debts. However, extenson of the time
limit must be included in an organization unit's ddinquency

follow-up procedures, and these procedures must be approved by the Director, OFFA
OFM .

Section 45.0 Workout Group Follow-Up

01

.02

Workout Group Action Plan

The organization unit workout group(s) attempting to resolve a delinquent loan will
develop afollow-up plan including phone cdls, Ste vidts, restructuring, legal referral,
for eclosur e, and written correspondence. Additiona credit report(s) will be obtained
on the delinquent debtor, if necessary. The workout group(s) will decide whether the
account should be referred to a private sector collection contractor {see-Appendix-C)
(http:/Aww.fms.treas.gov/debt/dmpca.html).

All delinquent accounts, which do not involve the quuidation of assets or which areto be

+nvelved shall bereferred to Treasury for Cross-servicing after the debt hasbeen
delinquent one hundred twenty-(120) 180 days. Earlier referralscan be made, if
circumstanceswarrant it.

For loan debts that involve collaterd, referrd to collection agencies should take place
no later than 180 days past due. These time periods are suggested because collection
agencies generdly work the account for gpproximately six months and the Department
of Justice requires ddlinquent accounts to be submitted for litigation within one year of
delinquency. Assessment will dso be made of any posshilities of adminidrative offset
of the debt owed from other Government payments due the delinquent debtor aswell as
the cogt-effectiveness of the follow-up plan to ensure that collection costs do not

exceed the value of the outstanding balance of the debt.

Resolution Period

When an unresolved |oan has been with the organization unit workout group(s) for 20
days and no determination/recommendation has been made, the workout group(s) will
submit areport to the organization unit head stating what actions have been taken to
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date and what actions are planned which will resolve the problem loan within the next
30 days. In the event the debtor refuses to cooperate in repayment of the loan, or other
legd action is deemed

necessary, the workout group will forward the loante for litigation and report this

action to the accounting or finance officer.

The workout group(s) will dso report to the accounting or finance officer, by loan case
number, the dollar values of cases that-ge-te-Hguidation ar e forwar ded for collection,
legal action, foreclosure and/or to be scheduled for write-off.

Other Actions

The organization unit workout group(s) will monitor the progress of the various actions
by monthly summaries and periodic meetings to decide time-sengtive servicing actions.
In consultation with the accounting or finance officer, the organization unit workout
group(s) will provide loss estimates so that the accounting or finance office may
establish areserve for uncollectible debts a the beginning of each fiscd year. Losses
will be written-off againg this reserve.

All write-offswill be cleared with the organization unit workout group(s) with the
concurrence of lega counsdl and will comply with al other applicable statutory
requirements for writing off receivables (see Chapter 10).

Section 56.0 Non-Loan Debts

Follow-up procedures and workout group respongbilities for debts other than loans will be
basicdly the same as those for ddlinquent loans receivable outlined in Sections 2.0 through 4.0,
above. Aswith loans, non-loan debts are to be referred to the organization unit workout
group(s) and reported to the credit bureaus.

01

Debts Rdated to Grant, Cooperative Agreement, and Contract Activity

The accounting or finance office will notify the gppropriate program office in writing
within ten days after the recelvable becomes ddinquent. The accounting or finance
officewill dso send the firgt demand letter within ten days of the delinquency dete, and if
necessary, will send the second and third demand letters at 30 day intervas after the
fird letter. After the account is delinquent for 90 days, the debt will be referred to the
workout group(s). The workout group(s) will obtain current credit report information
and determine if adminidrative offset is a feasible option.
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Debts R ated to Generd or Trade Accounts Receivable

The accounting or finance office will send the three demand letters including any
notification requirements for credit bureau reporting. After the account is

ddinquent for 90 days, the debt will be referred to the organization unit workout
group(s). Theworkout group(s) will determine whether collection agency referrd is
necessary or whether action should be taken by the organization unit viaadminigtrative
or sdary offset. The workout group(s) will ensure that complete notification
requirements have been provided to the debtor prior to taking the above collection
actions.

Employee-Rd ated Debts

Sdary offset isthe process of collecting certain debts by deducting, in one or more pay
periods, al or part of the debt from the Federal-disposable pay of a current Federa
employee who isindebted to the Department or al or part of the debt from the Fedexal
disposable pay of acurrent Department employee who is indebted to another Federa
agency. Thisdeduction does not require the employee's consent. (See:
http://www.access.gpo.gov/naralcfr/iwaisdx _99/15cfr22 99.html.)

The aecounting-or-firanee ser vicing payroll office or the personnd/ payroll office (if
the debt is sdary-related) will send the employee a bill specifying that payment be made
within 30 days of the billing date. 1f payment is not made within this 30 days, awritten
Notice of Intent will be sent to the employee explaining the Department's intention to
collect the debt by means of sdary offset until the debt and dl accumulated late charges
arepad infull. Anexplanation of the Department's requirements concerning interest,
pendty, and adminigtrative charges as well as the amount, frequency, approximate
beginning date, and duration of the intended deductions must be given in the Notice of
Intent. An explanation of the employee's rights concerning the inspection of records
relating to the debt and the employee's right to a hearing must also be given.

If repayment is not made or if an agreement to dternative arrangements for repayment
has not been reached within 30 caendar days after the Notice of Intent, deductions to
liquidate an employee's debot will begin by the method and in the amount sated in the
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Notice of Intent. If the employeefiled atimdy petition for a hearing, deductions will
begin only after the hearing officid has provided the employee with a hearing and afind
written decison has been rendered in favor of the Department.

Requestsfor salary offset should be directed to theindebted employee's
servicing personnel office.

Other Debts Rdated to Loans

Payments made by organization unitsto protect the Government's interest in aloan
(such as those cited in Chapter 8, Section 6.03) should be considered a part of the loan
project and should be handled in conjunction with the subject loan.

It isincumbent upon the workout group(s) to pursue these debts to the degree
warranted by cost-effective collection action, as well asto ensure that these delinquent
debts are referred to private sector collection agencies after 120 days and no later than
180 days of the date that they became delinquent, or to the Department of Justice for
litigation as required in Chapter 10 of this Handbook. The appropriate action to be
taken in these cases will be determined on the basis of the amount due and the ability of
the debtor to repay the debt.

Due Process Procedures

There are forma due process procedures for certain debtors who dispute amounts
owed or due the Department. Such formal procedures have been established for loans,
adminidrative and salary offsets, and audit disallowances related to grants. For
administrative offset see:

http://www.access.gpo.gov/naralcfriwaisdx _99/15cfr21 99.html; for salary offset
see http://www.access.gpo.gov/naralcfriwaisdx 99/15¢fr22 99.html.
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For other debts, such as genera or trade accounts receivable, the following due process
procedures will be followed:

Appropriate written demands shall be made promptly upon a debtor of the United

States in terms which inform the debtor of the basis for the indebtedness, the amount
due, and the opportunity to review, comment and present information concerning the
debt. In the event the debtor disputes the amount of the debt, requests for review and
comment must be submitted by the debtor within 30 days from the date of the initid
billing or demand for payment. Bureaus must respond promptly to communications
from the debtor, within 30 days whenever feasble, and should advise a debtor who
disputes a debt to furnish available evidence to support hisher contentions. The debtor
shdl be provided with a reasonable time period to present evidence that he/she does
not owe the amount claimed.

Section 6.0 Lega-Ceunsa-and \Werkout Group-Activity Reports

01. Reportsto Office of Financial Management (OFM)

The accounting office of the organization unit will submit a monthly report to
OFM showing the number and dollar value of accountstransferred to
Treasury’s Debt Management Servicesfor cross-servicing.

The accounting office of the organization unit will also reconcile the monthly
report received from DM S and provide a copy of the reconciliation on a
quarterly basisto OFM.
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Exhibit9-1 DELETE
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Exhibit 9-1
Page 1 of 2

FIRST DEMAND LETTER

DATE CUSTOMER ID NO:
INVOICE NO:
PRINCIPAL:
INTEREST:
ADMINISTRATIVE CHARGES:
PENALTY CHARGES
BALANCE OWED:
REQUIRED PAYMENT:
DUE DATE:

Customer Name
Address
City, State Zip Code

Dear Sir:
Our records show that we have not received payment for the above-referenced invoice.

If payment isnot received, the Debt Collection Act of 1982 authorizes Federal Gover nment
agenciesto report information pertaining to the debt to a private sector credit reporting
bureau 60 days from the date of thisletter. 1n addition, the Act authorizes Federal
Government agenciesto disclose delinquent account information to private sector debt
collection agenciesfor the purpose of collecting delinquent debts. If thisaction istaken, you
will beliablefor collection feesincurred by the private sector debt collection agency. If you
areacurrent or former Federal employee, action may be taken to offset your salary or civil
serviceretirement benefits.

To avoid additional chargesand satisfy your debt, send payment in full payableto:

Department of Commer ce
Bureau Name

Address

City, State Zip Code
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In submitting payment or correspondence, please provide a current return address and
telephone number.
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Exhibit 9-1
Page 2 of 2

Payment in full is consider ed the balance owed as shown above. |f payment isnot received
within the current 30 day period, interest will continue to accrue for each 30 day period and a
charge of $25.00 will be assessed to cover administrative costs of handling the account. If you
wish an explanation of thisdebt, an opportunity to dispute any information in our records, or
an administrativereview of your debt, you must notify mein writing. Your request must be
postmarked or received by me no later than 30 days after the date of thisletter. If you have
already made this payment, please disregard this|etter.

Should you have any questionsrelating to the repayment of thisdebt, | can be reached on
(telephone number).

Sincerely,

Bureau Contact Person
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Exhibit 9-2
Page 1l of 4

Debtor
Address

Re Amount Owed
Date debt became past due:
Date of thisletter of notice:

Dear

Y ou have not paid the amount you owe _(Bureau) . Thisindebtednessowed to _(Bureau)  arises
out of, or is based upon ( ). If you do not pay your debt or take other action as
described below before (date 60 days from date of this|etter), (Bureau) will submit your debt to the
Department of the Treasury's (Treasury) Treasury Offset Program for adminigirative offset until dl the
debt and dl accumulated interest and other charges are paid in full. (Bureau) will dso transfer your
debt to the Treasury's Debt Management Service for collection action. (Bureau) will continue to add
interest, pendties, and other charges to your unpaid debt in accordance with the provisions of 4 Code
of Federa Regulations 102.13. Treasury will add afee of 18% to 28% to your debt.

TREASURY OFFSET PROGRAM (TOP): Once your debt is submitted to the TOP, Treasury will

reduce or withhold any of your digible Federal payments by the amount of your debt. This process,

known as "offset" is authorized by the Debt Collection Act of 1982, and the Debt Collection
Improvement Act of 1996. Treasury is not required to send you notice before your payment is offset.
Federd payments digible for offset include, but are not limited to, the following:

C your income tax refunds (see Attachment A for additiona information);

C your Federd sdary pay, including military pay (see Attachment A for additiona
information);

C your Federd retirement, including military retirement pay;

C your contractor/vendor payments,

C cetan Federa benefit payments, such as Socid Security, Railroad Retirement (other than
tier 2), and Black Lung (part B) benefits (when regulations are published); and

C other Federa payments, including certain loansto you, that are not exempt from offset.
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Exhibit 9-2
Page 2 of 4

TREASURY - DEBT MANAGEMENT SERVICES (DMS): Once your debt istransferred to DMS,
the Treasury will commence with aggressive collection activity which can include the following:

offsat of any payment due the debtor, including tax refunds and sdary.

referral of the debt to a Private Collection Agency.

refer the debt to the Department of Justice for litigation

report the debt to a credit bureau

report the debt, if discharged to the Interna Revenue Service as potentid taxable
income.

O O O O O

Before we submit your debt to the TOP and DMS, we are required to inform you that:

% you havetheright to ingpect and copy _(Bureau) records related to the debt, as determined
by responsible (Bureau) officd(s);
% you have theright to obtain areview within days of theinitid
determination of indebtedness, and
% you may request to enter into awritten repayment agreement with
responsible (Bureau) officid(s) to repay the debt, including
interest, pendlties, and administrative costs as determined by
(Bureau) .

Y ou may contact the following person for explanation of the claim, answersto related questions, and
explanation of procedures for ingpecting and copying documents:

(Name, address, phone # of point of contact)

To avoid referra of your debt to the TOP for adminigrative offset and to the DM S for collection, you
must do one of the following:

* Repay your debt: send a check or money order payableto _ for the full amount
that you owe to the address provided above.

* Enter into awritten repayment plan: if you are unable to pay your debt in full, you
must enter into awritten repayment plan that is acceptableto (Bureau). Y ou should
submit within 60 days of the date of this letter, a proposed written agreement, signed by
you, agreeing to make a ddayed lump sum or ingtalment payments to repay the debt in
full, and make dl payments as required.
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Exhibit 9-2
Page 3 of 4

* Request areview: your request must be postmarked or delivered 60 days from the
date of this letter to the address provided above, and explain why you seek areview of
theinitia determination of indebtedness.

If you make or provide any knowingly fase or frivolous statement, representations, or evidence, you
may be ligble for pendties under the Flse Clams Act (31 U.S.C. 3729 - 3731) or

other applicable statute, and/or crimina penalties under 18 U.S.C. 286, 287, 1001, and 1002, or other
applicable satutes.

Unless prohibited by law or contract, any amount paid by you or deducted from your payment(s) for
your debt which are later waived or found not owed to the United States, will be promptly refunded.

Sincerdly,
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Exhibit 9-2
Page 4 of 4

ATTACHMENT A

IF YOU FILE A JOINT INCOME TAX RETURN:

If you file ajoint income tax return, you should contect the Internad Revenue Service before filing your
return regarding the steps to take to protect the share of the income tax refund which may be payable to
your spouse, who is ot a delinquent debtor to the U. S. Government.

IF YOU ARE OR BECOME A FEDERAL EMPLOYEE:

Your current net disposable pay is subject to offset if you do not pay your debt or take other action
described above. Under the Treasury Offset Program (TOP), the U.S. Treasury will deduct up to 15%
of your disposable net pay [specify amounts if known] beginning in the pay period that your debt is
submitted to the TOP [specify pay period if known], and continuing every pay period until your debt,
including interest, pendties and other costs, ispaid in full.

You are entitled to a hearing to dispute the existence or amount of the debt, or the amount of the payroll
deduction. To request a hearing, you must file awritten request for a hearing no later than [datein
accordance with agency’ sregulations - generaly 15 days]. [Specify other agency procedures and
debtor’ srights, including waiver rights, if gpplicable]l. Thetimdy filing of a petition for hearing will stay
the commencement of sdary offset proceedings. A find decision on the hearing (if one is requested) will
be issued no later than 60 days after the filing of a petition requesting the hearing (unless extended by the
hearing officia). Written requests for a hearing must be sent to: [request for hearing address].

If you make or provide any knowingly false or frivolous statements, representations, or evidence, in
addition to other pendlties, you may be subject to disciplinary actions.

If you become a Federd employee after receipt of this|etter, you should contact [name and telephone
number of agency contact] immediately.
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